In the process of soliciting public comments on the Law, the Chinese government openly called for non-Party reviews on the legislation of the Law. The responses were very numerous, amounting to nearly 200,000 comments, among which two-thirds came from ordinary workers. A large majority of the comments were sent to the Chinese government through the Internet. (9) Upon considering public feedback on the Law, the government amended the content of the new Labour Contract Law three times, in December 2006, April 2007, and June 2007. At the 28 th Session of the 10 th Standing Committee of the National People's Congress held in June 2007, the new Labour Contract Law was passed, and the promulgation of the Law was scheduled to be effective from the first day of 2008. The highlights of the content of the Law in the areas of fixed-term labour contracts, employee compensations upon termination or expiration of labour contract, salary issues during the probation period, and obligations and penalties on enterprises when the Law has been violated, etc., are discussed in Section 2, below.
Since its implementation on 1 January 2008, the Law has aroused heated debate. In particular, some corporate representatives have voiced strong opposition that has been noted. As the Law in principle would likely increase the labour costs of production, for example, by increasing the requirements for severance pay and providing long-service workers with protection against dismissal, etc., many firms have reacted by, for instance, planning to leave the Chinese market. Liisi Karindi reported:
According to the Federation of Hong Kong Industries, an estimated 10 per cent of the 60,000 -70,000 factories owned by Hong Kong entrepreneurs in Guangdong will close their doors in 2008. The Wall Street Journal reported recently that some shoe companies in the Pearl River Delta area have already closed. The Taiwan Merchant Association in Dongguan estimates that at least 200 Taiwaneseowned businesses have left the area and more will probably be leaving later this year… (10) The scenario seemed dire: … the Shanghai-based American Chamber of Commerce lobbied hard against the employment security provisions in the proposed law and won some last-minute concessions. But these were not enough, claimed some employers, to prevent a wave of factory closures and threats of more among the most labour-intensive manufacturers of Guangdong Province. By one account 1000 footwear and accessory producers had reduced output or closed up shop. Some moved to the Chinese hinterland, others to Vietnam and Burma, where labour was cheaper… (11) In short, firms were concerned that the Law could exert grave impact by raising labour costs, with deleterious effects on their cost competitiveness and profit margins. Was the implementation of the Law really to blame for the threatening phenomenon? Despite the on-going debate, empirical evidence of the impact of the Law on corporate labour costs of production, to the best of our knowledge, has lacked systematic academic research. Against this background, the central question posed in this paper is to examine the extent to which implementation of the Law has affected the labour costs of production. This paper focuses on this empirical question by drawing upon a data set obtained from a field survey in late 2008 conducted in Guangdong Province in southern China.
We will first introduce the statistical methods that examine the effects of the Law on labour costs. Two approaches, namely direct and indirect cost accounting methods, are adopted. Then, we will delineate the empirical findings of the effects of the Law on labour costs. At the end, we will provide some concluding remarks.
Statistical methods to determine the effects of the Labour Contract Law on labour costs
To examine the effects of the Law on the corporate labour costs of production, we adopted direct and indirect cost accounting methods in our study. Subsequently, the effects of the Law on labour costs were compiled into a range of percentiles.
Analysing the effects of the Law on labour costs by using the direct cost accounting method
To proceed with the direct cost accounting method, we first conducted a review of the main elements of the Law and compared them with other relevant regulations on labour protection. Then, we designed a questionnaire on these pertinent regulations and issues in order to obtain relevant financial and personnel data. Finally, we estimated the increase in labour costs as well as the share of the increase in labour costs to the total labour costs of production.
The direct effects on labour costs of implementation of the Law can be grouped into three areas: direct increase in labour costs, regressive costs, and costs of law violation. (12) The explanations are as follows.
Effects of the implementation of the Law on direct increases in labour costs of firms
Direct increases in labour costs refer to (i) the economic compensation that a firm shall bear when a labour contract is terminated upon its expiration (stipulated by the Law for the first time), and (ii) salary increases during the probationary period. (13) The first component of a direct increase in labour costs is the outcome from the economic compensation as stipulated in Article 46 of the Law. The regulations under the previous labour contract law allowed firms to hire workers for a number of fixed-term contracts. In doing so, these firms would not have to pay severance compensation to workers upon termination or expiration of contract. According to Article 46 of the new law, workers with an employment record of 10 years or more will receive adequate financial compensation should they be made redundant. The economic compensation is one month of basic salary per year of service with a ceiling that amounts to 12 months of the basic salary. As for the employment terms of workers, in the past, firms in China were inclined to hire a large number of temporary workers so they could avoid paying the benefits stip- ulated under regular employment terms. However, this seems to give firms more flexibility in employment practices. (14) In the new law, temporary workers who are paid hourly wages and work more than 24 hours a week are to be treated as regular workers. All in all, these stipulations place a greater financial burden on firms and aroused much more discontent. The second component stems from Article 20 of the new regulations in the Law, in that the standard salary during the probationary period should be "not less than 80 percent" of the starting salary for regular workers in the same position. Moreover, probationary periods are reduced to a maximum of two months from the previous six months before the implementation of the Law. (15) The Law has not been in effect for an extended period of time. In the future, when more labour contracts are terminated, the economic compensation involved in this aspect can be expected to increase and result in increasing operational costs for firms. Marginal firms may be eliminated, leaving efficient firms to survive. The effect of the direct increase in labour costs is likely to gradually wane over time.
Effects of the implementation of the Law on the regressive costs of firms
The so-called "regressive costs" refer to the cost of regressive differences, including social security fees, a portion of which has usually not been paid by firms. Before the promulgation of the Law, it was not uncommon for many firms to flout the state policy on paying the required amount of social security fees. Yinhua Sha reported that in 1999, 49 state-owned enterprises out of a sampling of 100 enterprises in Jiangsu and Sichuan provinces failed to pay social security fees in an amount totalling 64.82 million yuan. In Zhuzhou, Hunan Province, the collection rate of social security fees was only recorded at 88.0 percent in 1997. (16) The rate fell to 78.2 percent in the following year. In Hainan Province in 2000, as many as 2,760 firms failed to pay social security fees totalling 294.42 million yuan. Among others, one major reason was attributed to the underdeveloped legal system in terms of enforcement. There was no explicit legal provision to compel firms to pay social security fees. To rectify the unfair treatment of employees that pertained to social security, a serious call for the enactment of related laws was at the top of the government agenda. (17) Article 17 of the Law requires firms to contribute to the social security accounts of their employees, and they should fulfil their obligations completely. The most apparent increase in regressive costs occurs in the total expenditure on social insurance borne by firms. In the context of China's Social Security Law, the social security framework consists of five areas of insurance, i.e., basic retirement, medical, work-related injuries, unemployment, and maternity. The framework covers all employers and employees. (18) Along with implementation of the Law, a firm must pay social security fees in strict accordance with the stipulated rules. Article 38 of the Law stipulates that a firm failing to do so will face penalties. In contrast, firms that did not pay the fees before the Law came into effect will now incur higher labour costs when they fulfil their obligations to pay the fees. Moreover, as regards the effects of regressive costs on labour costs, attention should be drawn to the proportion of social insurance costs in labour costs. Despite the increase in social insurance costs incurred by firms, the proportion this increase represents in total labour costs is not very apparent.
Effects of the implementation of the Law on corporate cost of law violation
The corporate cost of law violation refers to costs arising from a firm's violation of relevant provisions in the Law. Firms that violate the Law will be heavily penalised. The cost of law violation does not apply to all firms. Firms that have breached the Law will incur such costs, whereas firms that comply with the requirements in labour employment under the Law do not have to bear any cost of law violation. The cost of law violation mainly includes the following aspects:
(a) According to Article 46 of the Law, if workers terminate their labour contracts pursuant to Article 38 herein, the firm will financially compensate the workers. If a firm violates Article 38, a worker can terminate the labour contract, and the firm must pay compensation to the employee. The compensation is calculated at a rate of one month's wages for each full year of service in the firm. Firms have to pay a penalty if they fail to pay the social insurance of workers or overtime work wages in full. (b) According to Article 87 of the Law, a firm must pay twice the required severance to its workers if it violates the Law upon terminating a labour contract. The required severance pay to a worker is based on the number of years of service in the firm at the rate of one month's wages for each full year of service. As such, when violating the Law, a firm will be penalised by paying its workers double the required severance. Given that the Law has not been implemented for a lengthy period of time, the ratio of this expenditure borne by firms in terms of total labour costs will not be high. However, possible hidden costs that arise from such compensation could be a financial burden on firms. In fact, workers in some large firms might instigate other workers to cause problems in order to receive economic compensation. They could make minor mistakes in their work to force the firm to terminate their labour contracts, and thereby allow them to obtain economic compensation. Firms that pay compensation to such workers may experience potential problems of moral hazard. (c) According to Article 82 of the Law, a firm pays double the wages each month to its workers if it does not sign a labour contract with them on time, or signs a labour contract with workers without an end date for employment. Such a penalty payment will take effect from the date on which the firm commenced employing them. If a firm follows the guidelines and regulations and abides by the Law, then it will not have to pay any costs incurred by law violation.
14. With regards to the advantages of flexibility in employment policies to firms through the hiring of temporary workers in production work, Mok In the context of using the direct cost accounting method to estimate the effects of the Law on labour costs, some hidden costs could be neglected in the estimate due to the difficulty of compilation. When hidden costs are not taken into account, the results from the direct method are likely to be underestimated. For example, the implementation of the Law sets higher requirements for corporate management in human resources. The hidden costs that a firm needs to bear include the demand for more human resources personnel to handle issues related to the Law in terms of modification and revision of new rules and regulations and strengthening the mechanisms for the mediation and handling of labour disputes. Moreover, a firm needs to shoulder the expense of training workers to understand the obligations and rights of both the employer and the employees as stipulated by the Law.
Analysing the effects of the Law on labour costs by the indirect cost accounting method
To study the effects of the Law on labour costs by the indirect cost accounting method, we first examined the effects of an increase in minimum wage and a normal increase in salary on the labour costs of a firm. We then deducted the effects of these two factors from the total increase in labour costs during the period of study. The residual increase in labour costs would be the effects of the Law and other "unspecified factors" that are neglected in our discussion on labour costs. (19) (20)
Effects of minimum wage adjustment on labour costs of firms
China has implemented a minimum wage system with the objective of enabling workers to survive and provide their families with basic necessities. The minimum wage system is important because it ensures that workers will receive a reasonable amount of payment without exploitation by employers. In the vast Chinese market, regional governments are given the autonomy to determine and adjust the minimum wage levels in their localities, in order to cater to regional differences in social and economic development, economic growth, unemployment, and cost of living. (21) In China, many firms have adopted the minimum wage level as the basic wage for their frontline workers. Adjustments to the minimum wage would greatly affect the wages of frontline workers, and also result in labour cost increases in firms. However, there is no obvious association between a usual adjustment in minimum wage and the implementation of the Law. Below is the formula for the statistical compilation of the effects of a minimum wage increase on a firm's labour costs by the indirect method.
Effects of minimum wage on corporate labour costs = [(average wages of frontline workers in the base period × number of frontline workers in the reporting period × adjustment of minimum wage)/total corporate labour costs in the base period] = {[total wages of frontline workers in the base period × (1 + growth rate of number of frontline workers) × adjustment of minimum wage]/total corporate labour cost in the base period}
Effects of a normal increase in salary on labour costs of firms
When salary experiences an annual growth trend, it will inhibit some effects of the labour costs of firms. We consider that while the wages of frontline workers are affected by a regular adjustment to the minimum wage, non-frontline employees are all influenced by annual salary growth. The effects of a normal increase in the salaries of non-frontline employees on corporate labour costs can be calculated with the following formula:
Effects of a normal increase in salaries of non-frontline employees on corporate labour costs = {[(growth rate of monthly average salary of all employees in the base period + 1) × average salary of non-frontline workers in the base period x number of non-frontline employees during the reporting period -total salary of non-frontline employees in the base period] /total labour cost in the base period} = {[(growth rate of monthly average salary of all employees in the base period + 1) × total salary of non-frontline employees in the base period x (1 + growth rate of non-frontline employees) -total salary of non-frontline workers in the base period]/total labour cost in the base period}
When analysing the effects of the Law on labour costs by the indirect method, we eliminate the effects of a minimum wage adjustment and the annual growth of the average salary of all employees. The residual increase in labour costs would be attributed to the effects of the Law and other unspecified factors on corporate labour costs per capita. However, neither the effects of the Law nor other unspecified factors on corporate labour costs per capita can be isolated. Hence, using the indirect method will result in over-estimates.
Analysing the effects of the Law on labour costs by the range estimation method
We have examined the effects on labour costs of implementation of the Law from two perspectives by using the direct and indirect cost accounting methods. The direct method indicates that the effects are low, whereas the indirect method indicates more significant effects. Neither method used to examine the effects of the Law on the labour costs of a firm indicates difficulties in identifying accurately estimated values for empirical discussion. As such, it would be appropriate to compile a range of percentiles of the estimated effects to serve as a benchmark range, i.e., giving a range of the effects of the Law on labour costs. The lower range is the result of the direct method of estimation, and the upper range is that from the indirect method. Based on this, we could effectively calculate the range of the effects of the Law on corporate labour cost per capita in China, which would then facilitate policy evaluation.
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c h i n a p e r s p e c t i v e s • N o . 2 0 1 1 / 3 19. To put it more specifically, costs created by the new Labour Contract Law = Residual costs in the reporting period -Residual costs in the base period = (Total labour costs in the reporting period -"Usual" salary costs in the reporting period) -(Total labour costs in the base period -"Usual" salary costs in the base period) = (Total labour costs in the reporting period -Total labour costs in the base period) -("Usual" salary costs in the reporting period -"Usual" salary costs in the base period) = increase in total labour costs -increase in "usual" salary costs. The authors would like to acknowledge the helpful comments from an anonymous reviewer on this point.
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. By doing so, the results of compiling the residual labour costs are indeed strong and the results will be over-estimated. Bearing this caveat in mind, the results have to be interpreted with caution. 
Statistical and empirical analysis of the effects of the Law on labour costs
A set of data on firms collected in the Guangdong Province is used to estimate the effects of the Law on labour costs. Why did we choose Guangdong Province for our study? There are two main reasons. First, undertaking empirical studies on data at the firm level in China is often contingent on being able to gain access to firms. The local government units have good access to firms, which made the collection of data more feasible when help from the local government departments was available to re- searchers. Second, since China introduced economic reforms in 1979, Guangdong Province has enjoyed a higher level of economic freedom than other provinces. It is one of the provinces that have attracted the largest amount of foreign direct investments into China.
In 2008, with financial support from the Guangdong Provincial Government and the assistance of various government departments, including the Guangdong Labour and Social Guarantee Bureau, Guangdong Statistical Bureau, and the Guangdong Survey Brigade of the China National Bureau of Statistics, we conducted an in-depth questionnaire survey across different economic categories and industries in 13 major cities in the Pearl River Delta and in the eastern, western, and northern regions of Guangdong Province. The 13 cities are Guangzhou, Shenzhen, Dongguan, Zhongshan, Foshan, Shantou, Maoming, Heyuan, Zhaoqing, Shaoguan, Qingyuan, Zhanjiang, and Huizhou. In terms of output, the contribution of these 13 cities to the total GDP of Guangdong Province in 2009 was as great as 78 percent. (22) In terms of the sampling in our survey, the number of firms established in the 13 cities served as a base for the allocation of sample firms. To obtain an acceptable representation of firms in each city, the minimum number of questionnaires to be collected from each of the 13 cities was set at 30. For large cities such as Guangzhou, Shenzhen, and Dongguan, we surveyed 80 firms in each city. Following these guidelines, the proportion of samples is depicted in Table 1 . The total number of questionnaires was 600. There were 561 valid questionnaires completed through on-site visits. Moreover, we collected 45 valid questionnaires from firms via the Internet. In terms of the survey given to frontline workers, we interviewed five workers randomly selected from each sample firm and obtained 2,922 valid questionnaires. In our paper, a frontline worker is defined as an average worker who directly engages in the production of goods or provision of services. For instance, a frontline worker of a manufacturing firm typically has to handle equipment for the assembling and processing of products. In the first half of 2008, the minimum and average salaries of the workers involved in our survey were 580 yuan and 1375.73 yuan, respectively. (23) Our data set covered large, medium, and small firms comprising 15 percent, 60 percent, and 25 percent of the total sample, respectively. For the identifi- 1. (a) the total increase of labour costs per capita in firms; (b) the increase in labour cost per capita due to an increase in minimum wage; (c) the increase in labour cost per capita due to a normal increase in salary; and (d) the increase in labour cost per capita due to the effects of the Law and other unspecified factors (d=a-b-c).
2. *The upward adjustment to the minimum wage level in Shenzhen was executed on 1 July 2008, which was very close to the time of our questionnaire survey. As a result, our survey data were not able to cater to the effects of the increase in minimum wage on labour costs in firms in Shenzhen. cation of firm size, we followed the guidelines of classification of a large, medium, and small firm adopted by the China National Bureau of Statistics (Table 2) . From the questionnaire survey, we were able to collect economic data at the firm level in the first half of 2007 and the first half of 2008, which were labelled the base and the reporting periods, respectively. The data included the costs of hiring workers, management, social security, training, contract termination, etc. (24) The data were allocated to the three types of cost instigated by the Law, i.e., direct increases in labour costs, regressive costs, and cost of law violation. The results of our empirical study based on the survey data are discussed below.
Entire
Empirical results of the effects of the Law on corporate labour costs by using the direct cost accounting method After analysing the field survey data from the 13 cities with the direct method, we found that implementation of the Law has had limited effect on corporate labour costs, as shown in Table 3 . The results indicate that the effects of the Law on corporate labour costs vary in different regions of Guangdong Province. Dongguan City had the highest share of increase in corporate total costs due to implementation of the Law relative to total labour costs among the sample regions, amounting to 3.45 percent. If the growth in the number of employees is removed as a factor, the ratio of the increase in total cost per capita to the total labour cost is 3.28 percent. This is the highest among all the sample regions. Qingyuan experienced the smallest effects of the Law on the increase of corporate labour costs, at a magnitude of 1.46 percent. The pertinent average effect is 2.54 percent.
Empirical results of the effects of the Law on corporate labour costs by using the indirect cost accounting method
When the indirect method was applied to analyse the data set, we obtained the effects of the Law and other unspecified factors on corporate labour cost per capita. It was found that Dongguan City had the highest share of increase in labour cost per capita due to implementation of the Law and other unspecified factors relative to total labour costs, and was the highest among the sample regions, with a record 6.47 percent. Qingyuan recorded a 3.00 percent increase on corporate labour costs, which was the smallest. On average, the pertinent effect of the Law on raising corporate labour costs was 4.90 percent. The results are presented in Table 4 .
The range of the estimated effects
Based on the results presented in Tables 3 and 4 , we re-compiled the range of the estimated effects of the implementation of the Law on labour costs of firms in the 13 cities, with the results shown in Table 5 . The lower end of the range is the result based on the direct cost accounting method, while the upper end of the range is based on the indirect method. After a comparison against the results in Table 5 , we found that the effects of the Law on labour costs of firms in our entire sample in Guangdong Province were in the range of 2.54 percent to 4.90 percent. Dongguan City recorded the largest effects of the Law, with a range of 3.28 percent to 6.47 percent, whereas Qingyuan experienced the smallest pertinent effects, between 1.46 percent and 3.00 percent.
The empirical findings of an investigation on the effects of the Law on corporate labour costs by economic sector, i.e., manufacturing, construction, wholesale and retailing in food and beverage, and services sectors including hotel, travel, and entertainment, are shown in Table 6 .
From Table 6 , we find that among the four economic sectors, manufacturing firms experienced relatively large increases in corporate labour costs per capita, which ranged from 2.80 percent to 5.76 percent, due to implementation of the Law as indicated by the higher values in both the lower and upper bounds of the range. 24. It has to be noted that some enterprises may pretend to comply with government regulations. If so, the cost of penalties reported in the survey would likely be on the low side of the actual figures. The authors of this paper would like to thank an anonymous reviewer for drawing attention to this point when interpreting the survey results.
